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AGENDA | TEM

| mpl enent ation of the Medicare drug benefit
-- Joan Sokol ovsky

DR. SOKOLOVSKY: What I'mgoing to present for you
today is what will be the second half of a June chapter that
focuses on inplenentation of the Medicare drug benefit.
This is about the processes that have to be gone through
when peopl e change drug plans or drug plans enter or exit
mar ket s.

Whet her Medi care beneficiaries choose drug
coverage through Medi care Advantage pl ans or stand-al one
drug plans, their drug plan is very likely to be nmanaged
t hrough a pharmacy benefit manager or PBM PBMs currently
manage drug benefits for about 200 mllion Anmericans,
processing 70 percent of all prescriptions dispensed
annual | y.

The formof this chapter is to | ook at what
happens when a transition takes place, what are the
processes that have to be gone through, what are the
probl ens that arise, and what are the inplications for
i npl enentation of the Medicare drug benefit. To maxim ze
efficiency and cost savings, the Medicare drug benefit
depends upon conpetition anong plans. The challenge for the
programis to provide opportunities for continued
conpetition while mnimzing instability and disruption for
benefi ci ari es.

There are two kinds of changes that we're dealing
with here. One where a plan exits a narket and all of its
enrol | ees nust change drug plans. And the second, when
i ndi vi dual s change plans during the annual open seasons.

Al t hough sone of the issues are different in both cases,
whet her plans enter and exit the market, or beneficiaries
enroll and switch plans, plan sponsors and the Medicare
programwi || have to ensure that the transition from
managenment of the drug benefit by one PBMto another PBMi s
as seaml ess as possi bl e.

The process of making drug plan transitions is one
that there's virtually no research on but a great deal of
anecdotal reports of the difficulties involved. Qur study
tried to provide sone research on it. W focused on the
experiences of plan sponsors that changed PBMs to see what
i ssues they encountered and what were sone of the best
practices that mnimzed problens. Qur goal was to see what
policy | essons could be | earned.

It was a three-part study that began with
structured interviews with experts who had experience with
drug benefit managenent. Qur interviewees included
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representatives from PBMs, pharnmaci sts, consultants with
experience managi ng these kinds of transitions,
representatives fromhealth plans, and other |arge

organi zati ons that have recently changed PBMs. These
experts not only gave us their experience but also
recommended sites for us to visit. |In the second part of a
study we conducted two site visits, one at a |large public
organi zati on and one | arge private organi zation that had
both recently changed PBMs. At these sites we net with
benefit managers and ot her executives that were involved in
t he decision to change PBMs. W net with physicians and
pharmaci sts, union officials, and external consultants

enpl oyed by the organi zation to hel p manage the transition
process. Finally, at each site we conducted two focus
groups, one with active enployees and one with retirees
where they gave us the sense of what their experience was
during the transition.

So first 1'd like to give you sone idea of the
process. The first question you would ask is, why does an
organi zati on nmake the change? The nost frequent answer was
cost. They thought that they could get better cost savings
from another PBM They weren't satisfied with the cost
savi ngs they were getting fromtheir current PBM Sone of
our interviewees al so nmentioned service probl ens.

It was a very hard decision to make to change PBMs
because everybody agreed that it was a very time-consum ng
and resource-consunm ng process. Universally we heard that
to doit well it takes at |least six nonths. One plan we
heard fromdid it in 90 days but had continui ng and what
t hey considered very major problens.

Once they nmake the decision to change they tend to
i ssue an RFP asking for proposals from PBMs about how rnuch
t hey woul d charge and what they would do, et cetera. At
this point, if the benefit is going to change, and by change
it usually neans higher copays, stricter fornularies or sone
change that enrollees mght not |ike, sone plans woul d begin
t he conmuni cation process at that tine trying to explain why
they're going to have to nmake this change.

Once the new plan is chosen, this is when the data
transfers have to take place. There are two kinds of data
transfers. One is the data fromone PBMto another. This
woul d i nclude who's enrolled, all the enroll nent
information. It includes if people are on mai ntenance
nmedi cati ons and they have open refills where the physician
has witten a prescription for say a hypertension drug that
can be continually renewed before the person has a cone back
to the physician, that open refill information has been
transferred fromone PBMto anot her.

This information and al so the new benefit
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structure, what copays will be charged, what is the current
formul ary, what is the deductible, all have to be

el ectronically avail able at the pharnacies on the day that
t he new plan takes over, usually January 1st.

The new plan has to issue cards that the enrollee
can take to the pharmacy on that day to process a
prescription. And all of the plans enphasized that it's
inmportant to have this data in advance so you can test the
data transfers and whatever bugs are in the systemthey can
be fi xed.

Lastly, you have to provide notice to enroll ees,
but also to pharmacists, and if possible physicians. They
say that the earlier you can do it, the better.

When we | ook at the problens there is one piece of
very good news that cones out on top which is that in
general transfers of the big data sets fromone PBMto
anot her are nuch easier now than they used to be, much nore
streanl i ned because plans are using standardi zed code
systens. But that doesn't nean that problens don't occur,
and when they occur, for exanple, if enrollnment data isn't
transferred or the new cards are not received by the
enrol | ee before the date of the transfer when they go to the
pharmacy they cannot get their nedication. This is
particularly a problemif the open refills, those
mai nt enance nedi cation prescriptions are not transferred
because in that case, even if the beneficiary is willing to
pay cash out of pocket, the pharmaci st cannot |egally
di spense the nedication because there's no prescription.

Soneti mes incorrect copaynent anounts are
transferred, but the biggest problemthat we heard from
virtually all of our interviewees was the issue of prior
aut hori zations. Prior authorization is when a plan asks the
physician to get approval in advance for dispensing a

particul ar nedication. |1t could be because it's a very
expensi ve nedi cations |ike one of those new self-injectable
bi ot ech drugs that can be very, very expensive. It could be
for a drug that's subject to overuse |ike sonme of the

pai nkill ers that people may becone addicted to. It also can

be a situation where a drug is not on the fornmulary but the
patient has already gotten an exception because the drug
that's on the fornmulary doesn't work for them

In all of these cases plans had a great deal of
trouble getting that information transferred from one plan
t o anot her.

When it doesn't work it frequently entails extra
physician visits. Sonetines if it's a whole plan and peopl e

are using the sanme physicians -- we had one case where
physicians had to rewite every prescription for every kind
of open refill and every prior authorization that they had
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i ssued.

One exanple where it did work was one plan that
t hought about this very carefully in advance and actually
sent to every enrollee a separate |ist with other drugs that
woul d require prior authorization. They were the only plan
that never reported any problens on this issue.

Even with the best communication strategies we
found that many tinmes the first tine that enrollees and
physi ci ans were aware that the forrmulary had changed with
t he new benefit was when the patient arrived at the pharnacy
counter. This is something we'll talk about a bit |ater.

Anot her problemthat we heard about were changes
in mail-order procedures. This was a case where a plan
woul d use a different mail order systemthan the previous
pl an, the drugs would | ook different and the beneficiaries
woul d get drugs, usually generic drugs. The old ones m ght
have been blue. This is a different conpany; it's red, and
they're not sure that they're getting the right nedication
anynore.

It's clear that sonme of these problens are easily
and quickly dealt with them Sone of that seemto take nuch
| onger.

So what are the inplications for the Medicare drug

benefit? |I'msure it's going to come as a surprise to
nobody to say that an effective comrunication strategy is
critical. Everybody said, you ve got to tell people |ots of

times, you' ve got to tell themsinply, and you ve got to
tell themin different ways. Send thema letter, send them
e-mail, have advertisenents, do a |lot of different things
because no one thing will reach everybody.

Second thing was tinme. Again this was sonething
t hat canme up everywhere. You need tinme to test the data
transfers and prepare targeted nmailings to people who are
going to be affected. For Medicare there's a tension
bet ween gi ving plans enough tinme to develop their bids and
negotiate with CV5 and maki ng sure that there's enough tine
for beneficiaries to | earn about their choices, and on the
ot her hand, giving plans the tinme to transfer the required
i nformation.

Data transfers will be nuch nore conplicated for
Medi care because the plan will have to have systens in place
at the pharmacy where they can track copay |evels by incone,
and al so the | evel of out-of-pocket spending. Plans right
now -- PBMs have told us that right now they don't systens
in place that can track the | evel of individual spending at
t he pharmacy counter, although sonme of themcan do it
t hrough their own mail-order systens.

There al so, we think, should be contract
requi renents that plans have procedures in place not only
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how are they going to get the data fromthe old PBM when

t hey get new enrollees, but also what are the requirenents
for handling data when enroll ees | eave the plans. W found
that there were situations where the old PBM not nany, but
a couple where the old PBM | eft on a bad note and
transferred no information. W think that Medicare -- that
it would be inportant to put in the contract, make sure that
doesn't happen.

Lastly, we think it's inportant to provide
information in advance to pharmaci sts and physicians. |t
seens that no matter how good the conmunication strategy is
many people will first |earn about the changes fromthe
pharmaci st or their physician. WMking sure that they have
this information well in advance is inportant because they
wi |l be doing nmuch of the problemsolving and educati on
anyway.

It may be hard, on the other hand, to notify
physi ci ans because it won't be clear necessarily to the new
pl an who woul d be the rel evant physician to notify.

As | said before, this study, along with what you
heard in the March neeting on formularies will be part of a
June chapter on inplenentation of the drug benefit. Jack
Hoadl ey, who is sitting next to ne here, is the head of a
team of researchers at Georgetown University and NORC at the
Uni versity of Chicago and they've been working with us on a
set of inplenentation issues. Jack is going to present to
you now our prelimnary results froma study on state roles
in inplenmenting the | owinconme drug benefit. This won't be
part of the June report but will be a later study. W wll
continue nmonitoring and | ooking at inplenmentation issues of
the drug benefit.
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AGENDA | TEM

St at e approaches to inplenentation of the Medicare
drug benefit -- Jack Hoadl ey, NORC

DR. HOADLEY: Thank you. Appreciate this opportunity to
tal k about the results of our work. Want to first just review
qui ckly the | owincome provisions that we're tal ki ng about when
we talk to state fol ks and sonme other people in this project. W
really tal ked to them both about the discount card program and
the eventual Part D benefit. As you certainly know, the discount
card is very nmuch in real tinme right now, so as we did our
interviews we really were seeing a noving target as we talked to
people. Card sponsors were selected in March. Beneficiary
enrollment will start in a few weeks and the cards will generally
be effective in June.

As you know, beneficiaries can select one Medi care-sponsored
card which normally woul d have an enrol |l nent fee of no nore than
$30, but in the case of the | owincone beneficiaries or at |east
t hose whose inconmes are bel ow 135 percent of poverty and are not
in Medicaid or sone other drug coverage, they' Il be eligible for
transitional assistance of $600 for each of the two years of this
programas well as waiving that enroll nent fee.

we turn to the Part D benefit in January 2006, |owincone
beneficiaries -- all beneficiaries that want to participate in
the benefit will need to select a Part D plan, and that includes
t he beneficiaries who are currently on Medicaid. So again,
that's one of the areas where the states are affected by this.
Low i nconme beneficiaries, as |'msure you know, are subsidized.
Wiile the details of the subsidy are conplicated, generally those
up to 150 percent of poverty or Medicaid enrolled get sone
portion of a subsidy. And then states can suppl enent coverage
for any beneficiaries but can't get federal match for that
suppl enentation. So these are sonme of the context itens that
affect the folks that were talking to us.

Basically we're nostly dealing with the topics of education
and outreach and there really are three goals that need to occur.
One is the need to explain the changes in prescription drug
coverage to beneficiaries. Another is finding and enrolling
i ndi viduals who are eligible, particularly for the | owincone
benefits, the transitional assistance for the discount cards or
| ow-i ncone subsidies for the Part D benefit. Finally, the
potential to provide help to Medicare beneficiaries in assessing
their options and choosing anong the different discount cards
right now or the prescription drug plans |later.

So our project was to interview a nunber of experts in this
area, particularly state officials and others know edgeabl e about
the issues facing the states and their interactions with | ow
i ncome beneficiaries to find out how states are perceiving their
role, what are they doing now and what do they plan to do as they
| ook forward to 2006, and what are some of the chall enges they
face. W conducted a total of 19 tel ephone interviews with
nmostly current and former state officials, a few other policy



experts and advocates for |owincone beneficiaries. W covered a
total of 13 states anongst our various interviews, and as you
see, we covered different kinds of prograns within the states.

| put the dates very precisely here. W conducted our
interviews between March 10th and April 14, so we really were
straddling a nunber of the key events, particularly the
announcenent of the discount card sponsors and sone of the other
things relating to that. So our nessages to sonme degree changed
as it went al ong.

So first 1'll talk about the discount card portion. Wat is
it that states perceive as their roles and responsibilities? 1In
many cases the first thing they told us is that they perceive
this to be a federal responsibility and not really a state issue.
One of the quotes was, when it's a federal programwe think the
feds will do the conmunication. These are Medicare fol ks, why
shoul d we have to do anyt hi ng?

Now obvi ously their nessage becane nore nuanced and
different as we went along but there really was often the first
nmessage we heard is, why has this becone our problen? W didn't
pass this new programand it's a ot of new work for us. Sone of
that's about funding, but a lot of it is about really trying to
figure out and | earn about a programthat the federal governnent
is operating and they're only trying to keep up and |l earn what's
goi ng on.

States also vary a lot in their capacity and their interest
and their enthusiasmfor dealing with these issues. For exanpl e,
the SHI P prograns, the health insurance counseling prograns vary
a lot across states. Sone have are very active, very effective
prograns that really give thema big base to build on. O her
states have nmuch smal |l er progranms, ones that don't have nearly
the kind of experience and capacity to do the kind of work that's
potentially here to be done.

States al so varying incentives, and one particul ar inportant
area for that is the state pharmacy assi stance prograns. Those
states that have pharnmacy assi stance prograns, particularly now
when we' re tal ki ng about the discount card, they have a very
strong incentive because if their enrollees are eligible for and
can enrollee in the transitional assistance, that's $600 that the
federal government will pick up of the drug cost that the state
funds don't have to pay for. So they have a strong incentive and
we'll come back to that point in a mnute.

Just to el aborate on that, | think again people are probably
famliar with the state pharnmacy assistance prograns, but there
are 19 or 20 operating prograns around the states, another six or
ei ght that are authorized but not operating. Most of these are
fully state funded al though some are operating wth federal
dol | ars under waivers. The prograns vary a lot. There's a
handful of |arge, |ong-established prograns |ike New York, New
Jersey, Pennsylvania, Illinois. Oher states they're smaller
just because they're small states but still are |ong-running
active prograns, and then sonme others that are relatively smal
and/or relatively new. So depending on the different situations
in those states again what we heard fromthem was often
different.



So what is it states are doing about the discount cards? A
few of themby the tine to talked to them had begun to do sone

kind of outreach. |In some cases though they said, this is stil
early. One told us, we're still trying to figure out what this
piece of legislation is, understand all its elenments so we can

coordinate within the apartnent. That's kind of where everybody
is at this point. But things are starting to nove and we really
actually saw the pace pick up across the nmonth or so of our
interviews. W heard about one SHI P programthat was already
hol di ng sessions during the nonth of April to tell beneficiaries
in their state what to expect, even though they couldn't yet
counsel them specifically about how to go about picking one card
ver sus anot her.

We saw the state action nore so in the states that had
either active SH P prograns or active pharmacy assi stance
prograns, again where the incentives greater. W saw a |lot |ess
when we tal ked to Medicaid folks. Generally because Medicaid
beneficiaries are not eligible for the discount cards the
Medicaid folks said this really isn't our issue for this part.
We'll be involved in the drug benefit in a year or so, but not
ri ght now.

The planning really is going on very vigorously on the
di scount card programand that's sonmething if 1'd talked to you
after our first handful of interviews | wouldn't have said. But
as we noved we could really see that pace picking up. Yet at the
sane time they're also waiting to see what CM5 is going to tel
t hem about the various issues and what about the federal nobney
that's going to conme through to assist the counseling.

So what is a typical state plan for outreach? |In many cases
they rely on Medicare. They've been told that Medicare will send
a letter to all beneficiaries, that the Social Security

Adm nistration will send a targeted letter to all |owincone
beneficiaries who mght be eligible for transitional assistance.
Card sponsors will soon be reaching out as well. Then what the

states figures that they can do, at |east the ones who seemto be
nore interested and active in doing this, is to provide follow up
messages, to have letters that follow the federal letters and
give themnore information specific to the situation to m ght
apply in that state.

In particular, again, that has to do wth the states with
strong SHI P prograns who are training volunteers and preparing to
do one-on-one counseling, which is one of the strengths of the
SHI P prograns. They're really expecting to sit down with those
beneficiaries who cone to themand try to help themfigure out
whether to get a card and if so what card. But also the states
wi th pharmacy assistance prograns are really gearing up. Sone
have i ssued RFPs to designate a particular card sponsor. Sone
have already sent out letters to begin to tell people what to do.
In some cases the first nessage is, don't get a card until you
hear nore fromus. Then they'|ll have another mailing or other
communi cati on going out to say, here's the way we think you can
t ake advantage of this program

States are al so beginning, and just this week CVM5, or at the
end of |ast week, CM5 announced sone options for auto-enroll nent



and standardi zed enrol |l ment fornms that states could use, and the
states are really, at least the nore active ones, are really

prepared to start doing that. Again, Mdicaid agencies, they're
just really not seeing this as a big part of what they're doing.

What are sone of the communication strategies? Again
mai lings are part of it. But they did point out to us that
mai | i ngs can sonetinmes rai se nore probl ens because they raised
guestions, and they' ve got to be geared up to be able to have a
hotline or a phone line to follow up on the questions that cone
up in the mailings. They' ve had that experience with some of the
mai | i ngs that went out on the Medicare savings programin
previous years and if they weren't geared up and ready for the
onsl aught of calls that followed then it actually becane a burden
to them

They' re al so | ooki ng where they have existing mailings going
out to beneficiaries where they can add a nmessage about the
di scount card. One state told us that they were interested in
trying to conmuni cate with providers, to physicians, to
pharmaci sts and woul d use the periodic letters that go out
t hrough Medicaid or through the state pharmacy assi stance
prograns to add nessages about the discount card. Also do the
same thing on the web sites that they use to conmunicate with
providers. So you really get this variety of strategies.

What are sone of the challenges that states will face?

Adm ni strative capacity is certainly one. The challenges of
coordinating efforts across the different state agencies that are
i nvol ved, coordinating between Medicaid and an agi ng depart nent,
coordi nating within the subagencies of an aging departnment. W
heard a | ot about, especially when you' re operating in a short
timeframe, how hard it is to bring all the relevant parties
together and get themall on the sane nessage. There's the
potential for conpeting nmessages comng from CMS, fromthe
states, fromthe card sponsors and they're all trying to work
hard to try to make sure that doesn't happen. But when you're
working on this short tinefrane, it's difficult.

Al so chal | enges around reachi ng sonme of the nost vul nerable
popul ati ons, the disabled, the institutionalized, the frai
elderly at home or in assisted living. Most states acknow edge
that those are hard audi ences to reach and at this point and this
fast pace they don't really have magic bullet strategies to how
to reach out, although some have tried to, in the past, devel op
particul ar targeted communi cati on approaches for those.

Let's turn then to the drug benefit that goes into effect in
2006. As we asked peopl e about that our first nessage was
usual ly, again, a federal responsibility. [It's not our problem
but we'll somehow deal with it. But they really also gave us an
equal nessage that they did understand that this was a
popul ation, particularly the ones who were enrolled in the state
prograns |ike Medicaid and pharnmacy assistance that they felt a
responsibility to. They understood that they were part of the
partnership that needed to make this work. But that canme after
they first conplained, we've got this newjob to do and it's not
of our maki ng.

Wat is it that states are doing relative to Part D benefit



in 2006? One person basically said, it's still too early. That
respondent told us that 2006 is a mllenniumaway in state tinmne.
We're just not there yet. Sonebody el se said, there's nothing
for anyone to do right now. 1It's too soon. There's nuch that
we're trying to resolve with CVs. Until we have nore information
fromthe federal governnent about what they are telling
beneficiaries, only then will we have a sense of how we want to
comuni cat e and what the nessages are we want to communi cate. So
again their real nessage was, it's early to figure what to do.

It's also that the circunstances are very different. Again,
Part D versus the discount card is a different set of nessages,
and they're having to work hard to absorb the nessages for the
di scount card and it's going to be different. So for exanple,
you tell a Medicaid beneficiary, right now the discount cards
aren't relevant to you. You have coverage through Medicaid. You
don't need the discount card. Next year they've got to turn
around and tell those sanme beneficiaries, nowit's Medicare Part
D. You do have to be worried about this. You need to enroll in
Part D and need to select a plan. So they're just beginning to
learn really the split of the nmessages that has to happen.

Sane with the state pharmacy assi stance prograns. Right now
they' re thinking about those that are eligible for transitional
assi stance or ones we want to get enrolled in that. They've got
to al so be now thinking about how to create a waparound, or if
they want to create a waparound Medi care to deci de what to do.
So outreach and education will only cone after these policy
i Ssues.

We even had one respondent say, | don't want to get too far
ahead because for all | know the federal government w |l change
t he program again before 2006, and it will look different by the
time we're inplenmenting it, for whatever that's worth

So what outreaches, again, will the states face in 2006?
It's really very simlar to what they faced for the discount card
but it's nore intensified because there's a lot nore to do. As |
said, the nessages will be different. The nessages need to go to
all beneficiaries, not just a smaller nunber that may find the
di scount card relevant to their situation. But again there's a
ot of policy options. W don't know yet what the geographic
regions wll look |like, what there will be that focuses on
nursing home residents. A lot of the specific policy issues that
will effect how the states fornul ate nessages to do outreach and
conmuni cati on haven't been determ ned yet.

Nursing home is a particularly interesting question because
obvi ously many, many nursing home residents are Medicaid
beneficiaries and the pharmacy situation is different there. But
it's really sonething that we were told both by states and by, in
one case, a representative of the nursing home industry, it's
just sonething that's just early. W don't know yet how that's
going to work out but we knowit's inportant and we know we need
to worry about it. Again, a challenge is going to continue to be
how to communicate with the various kinds of vul nerable
beneficiaries that states need to deal wth.

Sonme what were our conclusions? First, that outreach is
critical in any kind of program where participation is voluntary.



States recogni ze that. They know that they have a role in it,
even if it is the federal governnent's program and the feds
started them down this road. They know that they play an
inmportant role to try to protect their states' residents.

They also tell us that the federal outreach is trenendously
important and that's where it's got to start. And they know t hat
if beneficiaries get nmessages froma trusted source |ike Medicare
or like the Social Security Adm nistration, that's something that
is the starting point for their understanding of the program

States do understand that they can be inportant partners in
i npl enenting the benefit and have, as we said, on the discount
card really started to take actions to be partners and to be
involved in helping on that. 2006 is a mllenniumaway for them
and they just don't know yet what they're going to need to do but
t hey know they will do sonethi ng.

They al so pointed out the role of not just the SH P prograns
t hat depend on volunteers fromthe community but sonme of the
comuni ty- based organi zations that they typically work in
partnership with, whether it's advocacy organi zati ons, or senior
centers, or other kinds of senior and agi ng organi zations. They
know t hose groups are going to be inportant as well as, and |
didn't put it on this slide, but the physicians and the
pharmaci sts that people turn to. That's one of the common points
bet ween the findings that Joan was tal ki ng about and what we
found here.

Finally, anytinme you tal k about the states, we know that the
states' levels of investnent, effective, enthusiasmare going to
vary considerably and it's going to be affected by sone of the
di fferences that we' ve tal ked about |ike whether or not they have
a state pharnmacy assistance program and the type of enroll nent
and programthat they had under their Medicaid.

So that's the end of nmy comments.

DR. NEWHOUSE: Thank you both for a set of interesting and
useful talks. | wondered, Joan, if there was anything to be
gai ned by | ooking at the experience of changing fiscal
intermediaries or carriers in terns of handoff fromone carrier
to another? | don't know that you need nore material, but since
you kept saying there isn't really a ot of relevant information
here | wondered if there was anything there.

The second point | wanted to nmake is just a nore conceptual
poi nt, that sone of the issues you are raising would be
alleviated if we had followed a path that was nore |like the
commer ci al nodel and one had a single plan for a geographic area
for alimted period of tine and then periodically re-bid it.
That, it seenmed to ne would not elimnate transitions or changes
in formularies but it probably would reduce sone of the noise
her e.

DR. SOKOLOVSKY: As far as the fiscal internmediaries and
carriers, that's a wonderful idea and | have to admt that never
even occurred to me. | don't think it could be part of the June
chapter but it's definitely something to | ook at.

MR. HACKBARTH. Isn't a nore anal ogous situation a
transitional anong private plans under Medi care Advant age?
Because part of the challenge here is that if you' re the new plan



your new enrol |l ee could cone fromany nunber of different

sources, each of which had different formularies, different

rul es, as opposed to an enployer transition, the conmercial nodel
where everybody operated under one set of rules and you' ve got to
educat e them about a new set of rules. There are just nore
pernmutati ons that you have to deal with under this structure.

The private plan situation under Medicare seens |ike the nost

anal ogous situation to ne.

DR. SOKOLOVSKY: Absolutely. On our formulary project we
did talk to a ot of plans that offer Medicare Advantage and
heard many of the sane issues but because of paynent changes,
general |y speaking the drug benefit in the past couple of years
has been di m ni shed enough that these issues were nuch | ess.

MR. SM TH. Thank you, both. This was useful if sobering.
Joan, | was struck in the mailing nmaterials by two references,
one is on page 12, one is on page 18. They're not specifically
i mportant but they both suggested that beneficiaries' price
sensitivity led themnot to take drugs at all rather than to nove
to something in a |l ower copay tier. That's striking and
troubling and gets to a lot of the questions that both of you
rai sed about what does the information | ook |ike, how do we
comuni cat e peopl e both about formulary structure but al so about
price tiers in order to help people figure out where they ought
to go.

But it also raises the question of how will people respond -
- wll people respond to closed fornmularies that in sone way
l[imt their ability to take the drug that their doc tells them
to? WIIl they respond the same way that the research suggests
that they do on the basis of higher tiered drugs that are
prescri bed? That really does suggest that we need a nechanismto
tailor the comruni cation al nost one-on-one, which just seens
unbel i evably daunting for a |lot of the reasons, Jack, that you
identified. But there isn't sone way to do this on a broad
basis, particularly if individuals respond in the way that the
research you cite suggests they do, by not taking the drugs at
al | .

DR. SOKOLOVSKY: | don't know exactly what to say. The
research doesn't say that everybody will respond that way, but
there is a significant mnority of people who do respond that
way, and | don't know the answer to that problem

DR. MLLER Could | just say one thing about this? | think
there's two different issues here. One is getting down to the
retail level of dealing the patient. | think when Joan was
t al ki ng about how to communi cate, be sure that you're
comuni cating with the pharmaci st and the physician, because sone
of that can happen there.

But then there's the second question of how people respond
to tiers, and there are sone things recently in the literature
that raise the point that you're making.

DR. REI SCHAUER. Thank you, both, for interesting
present ati ons. Joan, | found your material particularly
interesting as sonmeone who is considering shifting the PBM of the
organi zation that | run and its affected ny thinking about it.

| really wondered how nuch of this was relevant to the



Medi care situation. Wat you' re tal king about, the enployer
market, is group and it's mandatory. | nake a decision that the
Urban Institute enployers are going to go fromone to anot her.
This is individual and voluntary. By voluntary what | nean is,
sonebody is in a plan -- we're tal king about after the thing is
up and runni ng and sonme of what you have is relevant to the
getting it up and running but not to the ongoing it strikes ne.

So I"'man individual and |I'mdissatisfied with ny current
provi der so imediately |I've nade sonme decisions, |I'mthinking
about things, |I'mlooking at the drugs that are covered here and
aren't covered there and how they're covered, or ny daughter is
doing it for me. This is a very different kind of the situation
fromsuddenly | send all my staff a newlittle white card that
t hey have no idea really what has happened, and |'ve sent them
menos during the previous three nonths which they have thrown in
t he wast ebasket w thout reading or taken it home and said to
their spouse, you read this and he or she has thrown it away.
It's a very different kind of situation.

Then secondly, | would assume, maybe incorrectly, that CVS
in going to specify a bunch of handoff procedures. A m nimm
dat aset that has to be transferred fromone conpany to another in
a standardi zed form and during open enrollment period there wll
be a very routinized way of handling off this stuff. [It's going
to be a problem it strikes ne, in two instances. One is where
in the mddle of the year I nove from Boston to Arizona and |
have to shift plans. M/ guess even there is that, that judging
fromthe discount card, that all of these are going to be
national plans, unless I"'min a Medicare Advantage plan. These
are going to offer services everywhere.

The other possibility -- | see people shaking their heads,
but the other possibility is that a plan that | signed up for
| eaves an area and therefore there's a big group of people who
have to -- but this is during open enrollnent -- shift. W can
worry about that but | really don't think these are going to be
quite the sanme kinds of problens that arise in the enployer-
sponsored environnent.

W1l there be dropped balls here and there? Yes, but
horrendous, | don't think.

DR. SOKOLOVSKY: | think what | want to say is, yes, the
nodel is different and | did try to reflect that in the witing
t hat sonme of these problenms won't be the sane problens, won't
occur. But | think that sone of the things we |l earned are, in
some ways, exactly what you nentioned. For exanple, one of the
things we would Iike to make sure when CMS conmes out with its
regul ations is that the handoffs are specified in the contracts,
both for old PBMs and for new PBMs.

The second thing we learned is that sone of the things are
not routinized. Every plan has prior authorizations. They don't
have a way of transferring snoothly that kind of data.

DR. RElI SCHAUER: But right now these are cooperative
rel ati onshi ps anong private enterprises which don't have to
cooperate and one is snatching the other guy's business. This is
providing a service that's paid for largely through governnent
funds and I would presune that the federal government is going to



speci fy the handoff of prior authorizations and existing
prescriptions. | would hope so.

DR. MLLER | think that's the point, is we wanted to point
out the edges on the current systemand | think you've just put
your finger on a couple places, the open scripts, the pre-auth
where under the current rules those are handl ed on a retai
basis. In this population they may be a nuch bi gger issue.
You're right, it may be that people at CM5 will look at this and
say, we've already thought of this. But we wanted to make sure
that we wal ked through with the current state-of-the-art and
said, these are the places where things get rough.

| also think Joan's point about getting to the physician and
t he pharnmacist is sonmething to enphasize in the terns of the
comuni cation strategy, because | think a lot of it will get hit
t here.

DR, REI SCHAUER Can't we be even stronger than -- we're
saying, in the private world these are probl ens, and go the next
step and say, in this new world regulations and the way we wite
contracts can reduce them

DR MLLER | think that's the intention.

DR RElI SCHAUER: Be stronger.

DR, SOKOLOVSKY: That is exactly where we were going. |
guess the other point to nake is that in general for individuals
it my not be a problembut if drug plans, as the years go on,
enter and exit markets in the sane kind of history then you could
see some nore problens that could be nore simlar to the enpl oyer
probl em where you have a | ot of people all at once. Again, it
won't be as sinple where they all nove to one other plan but you
can still have these | arge nunbers of people who suddenly have to
make changes.

DR. HOADLEY: Can | just add a comment frominterviews that
we did in conjunction with the transitions project, that one of
the points that a nunber of the people nentioned when we got
beyond just asking them about their experiences in the private-
sector transitions was to ask thema little bit to reflect on
what the differences may be in the Medicare world. Qbviously
many of themare famliar with what is comng. One of the big
points that they made is the difference between having an
enpl oyer who's watching over that process and nmaki ng sure sone of
t hese happen in group, who's the person that's going to | ook over
t hat process in an individual, one-to-one kind of relationship?

Qoviously part of that is what you were just talking about
internms of CM5 and | think you' ve got a good point when you say
t hat people are at | east making an active choice in many of these
situations to change so they're not just passive recipients,
here's a card and a nenbo. | didn't pay attention to it; nowl'm
in trouble, so that will certainly help as well.

But there was certainly a |ot of concern anong the folks
that we interviewed that w thout the enployer benefits officer
shepherding this process that it potentially could be difficult
and sonme of these steps would be needed.

DR. NELSON: This is very good work and I want to highlight
just a couple of the aspects with respect to access and quality,
which after all remain a |lot of our concern in addition to the



structural configuration and exchange of information so forth
that we' ve been di scussi ng. Every patient that has to change
their nedication that has been successfully managi ng a chronic
probl em |i ke di abetes or heart disease, whatever, has the
potential both for hassle and harm They' ve been doi ng well;

t hank you very nmuch, and now because of fornulary changes they
have to have their nedication program changed and maybe it either
doesn't work as well, or they have side effects, or they believe
that they have side effects because of sone of coincidental
event. But in either event it involves disconfort for the

pati ent and hassle for the physician, because you know who they
are going to talk to, their physician or their pharnacist.

You di scussed grandfathering as a neans of mnimzing that
and | think that's an inportant concept to show up in our
recommendation, at |least for certain therapeutic classes or at
| east for certain periods of tinme, understanding that sone
grandf at heri ng may not be in everybody's best interest, but
certainly there has to be the provision in order to mnimze that
probl em

The requirenments for refills and prior authorization should
be made as a sinple and hassle-free as possible. Here again |I'm
concerned about access, and for physicians, if this turns out to
me an enornous increase in the anbunt of hassl e because of
unrealistic requirenments for witing refills, getting prior
aut horization, it would be one nore incentive to not take any new
Medi care patients.

The formul ari es shoul d be nade avail abl e t hrough searchabl e
el ectroni ¢ databases, either in a diskette or that they can
downl oad fromthe Internet. Not all physician office by any
means have that kind of electronic capability, but it's
i ncreasing and can be extrenely inportant assistance in keeping
their know edge of the fornulary up-to-date.

Sonme appeal s process needs to be incorporated in this, |
believe. At |east should be required of the PBMs for uncommon
but inportant drugs may not be on the fornulary just because
they' re used so uncommonly but are inportant; sone orphan drugs
and that kind of thing. There should be an appeal s nmechani sm
because it seens to ne that a Medicare patient's need for a
certain drug ought not to be ignored just because it's rare.

Fi nal |y, nedical organizations and pharnaceuti cal
organi zations, other professional organizations, nursing and so
forth, should be used in the communication process. They al
have conmmuni cation vehicles with their nmenbers. They probably
will read their journal nore readily than they read their nai
when it's got governnent |etterhead, so that opportunity ought
not to be mssed. The sane goes with AARP and the other consuner
groups with respect to the notification process. Certainly we
coul d consider having in our text sone acknow edgnent of those
opportunities.

MR. DURENBERGER: | found the chapter chall enging and very
hel pful to read. | sit here and listen to people tal k about
Mary's nom and smle because | amMary's nmom |'mwaiting for

the influx of helpful information, because | don't have an
enpl oyer other than the Federal Enpl oyee Health Benefit Plan to



hel p ne nmake t hese deci si ons.

So ny comrents, like Genn's and Bob's, are directed to the
chapter and the way the chapter is constructed. And | really do
bel i eve that because the chapter heading is so promsing -- |ust

| ook at that, Inplenmentation of the Medicare Drug Benefit. What
follows after that fromour standpoint is really critically
i mportant.

So laying it out right away in sonme | onger range context so
we're really | ooking ahead to 2010 or whatever the future may be,
through a series of analytical steps that we plan to take in
order to advise the Congress on the inplenentation of the
program to nme would be a very hel pful way to construct the
chapter and all of the information that is contained in this
chapter, which is just |ike chapter one probably of a series of
works that we will be doing. And to keep in mnd the inportance
to whomthis chapter is directed. Right nowit ought to be to
435 peopl e who are the board of directors of the Medi care program
who are out there trying to defend whatever they did w thout the
benefit of anything |ike we have, against the noise sonmeone spoke
of which conmes basically fromtwo sources.

There are conflicting sources. Part of the noise is sinply

comng fromdrug pricing itself. In ny part of the world -- and
| " ve spoken to thousands of seniors in the last few nonths in
groups. In ny part of the world the pricing issue is way past

the benefit issue in terms of what is really inportant to them

It is really obscuring the benefit issue. The only thing the
benefit deci sionmaki ng, whether it's the discount card or

sonmet hing el se has going for it right nowis the fear that if you
don't sign up now or you don't sign up appropriately then you

| ose or you get a penalty or sonething |like that.

But the two areas | woul d suggest that our trusted sources,
one less than the other, the first is whoever is out there
selling it fromthe board of directors better know what they're
selling, and they had better know where to refer people for
i nformation.

The second one is, the trusted source so far is nobody that
| have seen. It certainly is not SSA and it's not Medicare and
its not anything like that. It's the doctor and the pharnaci st,
and | don't see a lot of investnment anywhere in informng -- and
it's expensive to do it -- to informng that part of the world
that all of us are going to rely on.

MR. MIULLER Both the chapter and your presentations do a
very good job, as the other conmm ssioners have nentioned, in
| aying out the challenges of inplenenting it so it may be
premature to think about where one creates a safety net when sone
of the problens arise. But ny analogy, | think about the plans
entering and then exiting MrC and Medi care Advantage, the safety
net we've had over the last few years is in fact the doctor and
hospital network that keeps serving people even when plans exit.
l"d like to ask you to speculate a little bit with us as to where
those counterparts may be in this programas plans cone and go.

As the chapter that you presented to us as well on
i nformati on technol ogy pointed out, probably the part of the
health care sphere that is nost sophisticated inits



conputerization is the pharnmaceutical nedical sector, so probably
instant eligibility determ nations can be nade nuch nore quickly
in this arena than it can in other benefit parts of the Medicare
program So the lack of eligibility could be alnost instantly
ascertai ned when plans exit as opposed to poster going on for a
nont h or

t wo.

So what are your thoughts about where sonme safety net m ght
be as plans cone and go? | know it's sonewhere down the I|ine,
but thinking about that safety net |I think is an appropriate
thing for us to consider.

DR. SOKOLOVSKY: Are you tal king about the safety net for
information or a safety net to provide drugs?

MR. MILLER: A safety net for the beneficiary if the old
pl an has pulled out and the new plan hasn't yet made the
successful comunication, and contact, and sign up, et cetera,
with them As you pointed out, going forth now wth 18 nonths of
pl anni ng, which based on what you said and what Nancy-Ann says,
an incredibly tight timetable, when people have to start doing it
in 24 hours or 24 days it gets even nore difficult.

DR. SOKOLOVSKY: Wen those kinds of problens happen it is
going to be at the pharnmacy that people are going to find out
that they have a problem and it is going to be the pharnaci st
who is likely to be the one who is going to be trying to nanage
that. The pharmaci st, who cannot wite prescriptions, is going
to have to be in contact with the physician, and that is in fact
what happens when there are problens in these private-sector
transitions now as well. There's a |ot of additional work for
t he pharmaci st and for the physician.

MR. MULLER But they're also pretty efficient in saying,
can't hel p.

DR. SOKOLOVSKY: The ones that we spoke to spoke about the
ki nds of works they did to help.

DR. NEWHOUSE: Ral ph's scenario raises the question about
what happens if a plan pulls out and the beneficiary hasn't
signed up for a new plan, or finds that out when they get to the
pharmacy. Presumably they're not covered. But then what happens
next ?

DR. SOKOLOVSKY: That's a really interesting point. [If a
plan pulls out and the beneficiary doesn't sign with soneone
else, it seens to ne that's a whole separate issue that really
has to be explored, and I don't know the answer offhand.

DR. NEWHOUSE: That's surely going to happen.

MR. FEEZOR Joe, | wonder -- that actually was going to be
a part of ny cooment. First off, good chapters. Joan, | found
nmysel f nodding. Everything that you had in this chapter were
t hi ngs we confronted in noving 400,000 lives in our self-funded
program at Cal PERS.

Two points though. | think on the safety net that Ralph is
rai sing and the people who are lost, there's not that enployed.
kay, maybe the Secretary maybe could be, but the reality is
there's not that enployer that has that force. | wonder if the
PBMs mi ght not want to | ook at the nodel that's used in sone of
the auto insurance industry, the conpul sory pools. O maybe a



better anal ogy would be within the old days when every state had
it's owmn Blue Cross plan. They had an interplan bank, or a plan
would run that so if there was a | ost soul, | show up and ny

phar maci st says, wait a mnute, | don't have you being with
Medco, and | say this is lifesaving. And the pharmacy says, wait
a mnute, and there m ght be an authority, if you will, as there
are in sone other insurance, that that sort of account is marked
agai nst and the losses in the adm nistration of those | ost

i ndividuals then in fact gets borne by the entire participating

i ndustry.

So | would suggest that we might explore that a bit nore in
sonme of our subsequent eval uati on.

The one other thing, it was in the chapter but not as
explicit as |I thought on the | essons we learned. |If we |earned
anything in the last few years in MdicareChoice was the constant
changi ng of benefits really began to cause people a lack of faith
and their willingness to participate. Here you probably can do
sonme tinkering on the benefits. And even nore pernicious | think
can be the fornulary changes that | can do every nonth | guess.

If I really amgoing to be suspect | could probably even do sone
not so subtle risk and financial inpact play by what 1'd do with
t hat .

It is brought out in the chapter but | would underscore it,
| think you don't want to preclude formulary changes but you want
themto be done in a predictable fashion with, as the chapter was
excellent in pointing out, with advanced notice to all parties.

And it mght be that they're done -- if there are changes,

they' re done at the beginning of a quarter or sonething |ike
that. | would even say once a year but maybe that's too
restrictive -- sinply so that people get used to, wait a mnute,

there may be sone changes that affect me and | know where to go
to look to find it on the web site or whatever.

DR. RONE: Just a couple points. There's been a |ot of
di scussi on about this. Very interesting stuff. | do think there
are already effective communications out there. | visited ny
not her on Sunday. She's 94 and she showed ne a letter she got
from Medi care describing the discount drug program the di scount
drug card. | thought it was very well done. Now maybe |I'm not
t he average Medi care beneficiary, but she seened to understand it
and it was very clear. So things are starting to happen there.
So we shoul d give CV5 sone credit because we're always beating on
them CQbviously they are noving very quickly here.

| wondered whether it was worth hearing a word about what's
going to happen to people in long-termcare facilities. | was
t hi nki ng about Bob's comment about this is an individual rather
than a group. But the fact is people who are in long-termcare
facilities get their nedications hand-poured by staff and they're
pur chased right now probably by the nursing honme or nursing hone
chain or whatever through some whol esaler. Then the individuals
are probably charged sone retail price per pill | guess it
vari es.

Anyway here we are now, there's a nursing home with 120
people and they're probably all Medicare eligible, and the six
different cards are being held. Wat's going to happen and how



are they going to get the drugs? O is the nursing hone going to
contract with one conmpany? These are not necessarily the
beneficiaries that the conpanies are going to be marketing to

necessarily, depending upon where the profit is. If it's a
percent of the total cost then they mght be. So what's going to
happen there? | haven't heard nuch about that.

DR. SOKOLOVSKY: That was an issue that we were particularly
interested in and certainly it was part of Jack's project to try
to ask exactly those questions. Fromstates we heard very little
information to begin with. But there's sone things in the |aw
that we know. One is the | aw says no copaynents for
beneficiaries in nursing hones, and that was very inportant. It
al so says that whoever offers a drug plan has to have a way of
coordinating with the pharmaci es that provide drug benefits
wi thin nursing hones. Exactly what that neans is not yet
specified, but it is, as you said, an extrenely inportant issue.

DR. HOADLEY: | was just going to add, we did try to explore
that question with a couple of our respondents. One of the
respondents we had in our project was sonebody who fornerly had
worked in a state program and now was working in a nursing hone,
conpany and then others with sonme of the state people who
interact alot. One of the things I was struck by again was this
notion that it really is early in the process. He said, in terns
of his own nursing hone conpany that he is involved with, they
just haven't begun to think through that.

But what | did get a little speculation on was the notion
that one possibility is that a nursing hone, especially one whose
residents are nostly on Medicaid, that m ght be inportant, that
m ght not be depending on the circunstances. But one possibility
is that they would either ask the authorized representatives of
t hese residents or strongly recommended to themthat they sign up
with a particular drug plan that has agreed to work wi th nursing
home pharmacy, because nost of these nursing hones as you're
poi nting out do have special relationships with a particular
pharmacy that orients itself and works with nursing hones.

So | think what we'll probably end up seeing, although quite
how we get there is not so clear, is sone kind of situation where
all the residents of a particular nursing honme end up getting
signed up with a plan that agrees to coordinate and work snoothly
with that nursing honme. But of course you have got to do that in
a way that preserves the choice, the option of beneficiaries to
make their choice. It is a voluntary and it's voluntary what
plan you pick. It is early but I think it's a really inportant
area to pay attention to.

DR RONE: It's nore like a group. |If you think about a
nur si ng home change, maybe a big one, a national one, then that's

a biggroup. I'ma little concerned that there are going to be
some opportunities here that are not going to be particularly
advant ageous to the Medicare beneficiaries. | think that maybe

hal f of the Medicare beneficiaries in long-termcare facilities
have cognitive inpairnment. W' ve got an enriched popul ation
that's vul nerabl e because they're going to do what the nursing
home peopl e suggest. Not that they would suggest a wong thing,
but they're not quite as autononous because of their living



situation and their cognitive status and health care literacy.
So we need a little bit of extra attention to how that gets
i mpl enent ed.

M5. BURKE: Just in followup to that, and | apol ogize if
you di scussed this while | was out of the room \What if any
knowl edge will we gain fromthe discount card in answering sone
of these issues? That is, how one either inforns people or
essentially gets that information and al so gets participation
WIl we have gai ned experienced or will that be transferable in
any sense in terns of our know edge of what -- in the context of
nursi ng home patients but generally?

DR. SOKOLOVSKY: Funny you shoul d ask that question because
as it happens, in this series of work that we're doing with
CGeorgetown and NORC the next project is, what are the | essons
that we're learning fromthe discount card that will be
applicable to Part D benefits, and it's exactly those questions
that we are | ooking at.

M5. BURKE: 1'd like then, as Jack suggested, a further
di scussion as we go along in terns of what we hear in that
context woul d be hel pful.

DR. HOADLEY: One inportant thing to renenber in terns of
particularly the nursing hone population is for those nursing
home beneficiaries who on Medicaid, for the nost part the
di scount card isn't relevant. They won't be involved with that.
| think where we will get sone things to learn is that not al
nursi ng home residents are on Medicaid, so for those who are
private pay or paid by sone other kind of |ong-termcare
i nsurance they may find the discount card rel evant and the whol e
process how that part of it works certainly will be opportunities
to | earn.

DR. REI SCHAUER  Just one conment on what | was tal king
about before. M guess is that the transaction costs for an
i ndi vidual for shifting fromone drug plan to another are going
to be very high and people are going to end up being very, very
sticky. That's just how much of this is going to go on

But when you read the law lots of stuff isn't specified, and
as anal ysts you can sit down and think, think of the | oopholes,
think if there's sone evil force here that really wants to turn a
buck what they could do to the elderly and what they could do to
the industry and all of that.

But if | had to predict three years out, | would be very
surprised if we saw a |lot of pernicious activity. M guess is
that the fol ks who are going to be offering stand-al one drug
pl ans by and | arge are going to be associated with | arge PBMs or
insurers that have reputations to maintain, that are providing a
benefit that is national not local. That there's going to be not
a lot of these things, maybe a dozen or so. The conpetition is
going to be pretty fierce. 1It's going to be hard to appeal to
this group and not to that group when the ads are being put on
t he back of buses to participate. That should the worst happen
and there be no offering or sonebody wi thdrawing froma region,
which | don't think will occur, there always is the fall back
plan. Wen that's not the case there is the fact that the others
will try to be scarfing up that business.



So what we should do is try and direct CM5 and attention to
providing the protections that will ensure that all of this way
does turn out this way, but not pursue the nightmare of the
anal ysts and assunme that this is going to take place.

MR. HACKBARTH. Let ne sound ny agreenent with that, and in
particular | think it's inportant for the people in the audience
to understand that just the nature of these things, we're
expl oring sonething new and different and there's a tendency, a
natural tendency | think to try to identify potential problens.
Certainly there's a ot of conplexity and a | ot of opportunity
for things to go amss. But keep it in context.

We're not rendering judgnents, but trying to |earn,
understand, anticipate, and hel p other people anticipate.
Certainly as Jack pointed out, a ot of work is being done to
make it go well, and we need to fromtinme to tinme acknow edge
t hat and recogni ze that.

So think you, Jack and Joan, for excellent work on this and
we need to nove on to our next topic which is defining |ong-term
care hospitals.





